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Abstract:

In this paper I introduce a variant of the  Dornbusch-Fischer-Samuelson (1977) trade model
that incorporates not only differing productivity but also differing and endogenously determined
profits and wage compensation to labor across industries.  Depreciation of the nominal exchange rate
is not welfare-neutral in this case, but is an agent for capturing for the home country the profits due to
the existence of comparative advantage in international trade.  Those profits, when reinvested, lead to
improvement in home welfare relative to foreign welfare.  The depreciation also can lead to a
widening of the gap between the compensation of skilled and unskilled labor.
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